
among the ~ery highest in the country~o

Shareholders certainly have no C8UBe to complain~l According to

Ameritech Michigan's most recent annual report to atoekholdera (March 1996>,

"1996 profits surged 119% on revenue growth of 6.8% ,-

Since our swck began trading in 1988, Ameritech investors have
earned a cumulative total return of 965%-more than double the total
return of 4.57% for the S&P 600.

Arneritech baa raised ite dividend8 to invest.OrB every year we've been
in busine&8---12 in a row. Our December 1995 dividend increese of
6% was the largest among our peers since 1991. (at p. 2)

••••••••
1996 W88 our first full year to benefit from reculatory reforma. In 1995, we
became the first regional communicatioD8 company with no regulatory limite on
eaminp in any juriadictiona. state or federal. Now we can keep all we earn•.. (at
p.4)

••••••••
Since 199822 , our revenue erowth rates have doubled to almost 7~ from a
biatorical3%. Revenues rrew a record 11% in the fourth quarter of 1996.
Ameritech has achieved nine consecutive quarters of double digit proCit growth
through the end of 1995, up substantially from our historical annual profit growth
of 4% to 6%.

We will continue the tranafonnation of our corporate culture into one far better
equipped for the chaUencee of the competitive marketplace. In 1995, we
BUcce.fully recruited outatanding managers from strong marketing companies
8uch lIB Proctor" Gamble and Kraft... (at p.6)

20 Based upon the commonly accepted indicators of revenues
per access line/costa aa a percentage of revenue per line. The
ARMIS Analyst Financial Factbook 1995 Yearbook.

21 See Attachment A, "Ameritech's Net Climbs 38\ as Profit
Before one-Time Items Increases 10\", Wall Street .Journal,
January 14, 1997. p. 87.

22 ~he year that dramatic management changes at Ameritech
r ••ulted in engineering-focu.ed management being replaced with
8a18. and marketing-focused management. It is this shift in
.anagement that is linked to Ameritech's declining service
quality.
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Ameritech Michigan" recent reque8t for a rate hike tor local aervices even B8 its

profite spiral. illustratee the ab8eDce of a competitive market. More than that, it is

another indication of its transparent desire to have still another gusher of funds from

captive ratepayers with which to out spend and out fight those that seek to compete with

it.

6. '1be multi-millioDll gained from exee-ive local ratee mMic:hiJaa 411'! beig pat

not in mamteini.... BDd upcradiDc the infrutructUN in MlchipD. but rather in

.eetine tbe "needs" of Ameritecb's cuatomers in 40 other countri_ ud 49 other

.leI·
A review of Ameritech annual reports and 10 K filinp demo~ratesthat

Ameritech baa been investing !?illioD8 in operatioDs in other count-riel: in New

Zealand (an initial $2.5 billion investment in the purchase of New Zealand Telecom

which 88 of 1996 repreeented a 26% interest); a 113 interest in a Hungary

telecommunications company, having initially invested $437.6 million in 1993; a

~.4 billion dollar investment in a state-of-the-art two-way, video cable network

in Japan.

Including our pendmg investment in Belgium, our intemational interests will
I!:Q!: to nearly $4 billion in value in 1996. Today we help our cultomel'l
communicate in Hungary, New Zealand. Poland and Norway; we'll start to
IIerYe cuatomera in Belei,um and China in 1996. (1996 Report at 16);
[emphaaia aupplied.)

c. lImovatioo/New ServiceB: In a competitive market there IIhouId be iDJaoVatioo and
more choices of eervicee. In the Micbipn market. Ameritech MicbipD baa not been
providinc reaidential COIUIUmen with innovation or Dew service choices for their needs.
Rather it citea pre-MTA eervtcea,lIel"ViC811 for other cuetomer cl8118e8, or ite""'();ft vereion
of IeI'Vicea already offered by other providen.

1. MODopoUatic behavior. One monopolist trait significantly detrimental to

coneumer8 is the .lU~8hpace at which new product.s and services are developed

becauee of the monopo1i8t·. insulation trom competitol'8 nipping at its heel.. The
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record eetabliehed in conjunction with divestiture abounded with testimony citing

examples of eeMcel and technologies that were brought to the attention of the

old Bell system and ignored by it.

An array of entrepreneun developed features now taken for granted 8uch 88

Call Waiting that were delayed from introduction because of such monopolistic

foot dragging. Divestiture's infusion of competition into equipment

manufacturing, for example, resulted in tbousands of new manufacturers and the

introduction of new services and features 88 well as features and services that had

IODg been .tined.

2. ImitatioD not innovation Ameritecb Michigan's "mce offerinp are euentia11y

neither "new", nor reeponaive to residential consumers. Rather, in some instances

the services are Ameritech Michigan's version of services already offered by other

providers; in other instances the new offennp are at best responsive to other

cuetomer cl888es.

In ita SubmiNion, and in its most recent annual report to its investors!]

Ameriteeh Michiean describes ita many new consumer aervice offerinp. Depicted

in ita annual report are the three pronge of its growth strategy. Strategy One: be

the beat full-eervice communications company to their core customers. Strategy

Two: introduce new services for customers. Strategy Three: reach further into the

global market.

A review of the nature and target market of those services is telling. The

..rvicee cited in Strategy One 88 responsive to consumers are: cellular, paging,

Caller-n>, the Internet, additional lines (for modem8, etc.), manufacture of

telephones. high-apeed data, and wholesale locall!lervices to competitora. Each

item baa either been offered by Ameritech Michigan for some time and/or is its

23 Annual Report to Stockholders filed March 1, 1996
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version of what other providers have offered to consumers. This is hardly

"innovation".

Cited 88 part of Strategy Two's "new" service offerings are security

monitorin&, cable TV networks, and long diBtance--all offered by other providers--

as well 88 services for business and iovernment such 88 electronic commerce,

desktop managed eervices. on-line travel, and library services. Clearly the current

market aB well as the future which Ameritech deecribee to its investors is not one

of innovation 88 much 88 it is imitation, and certainly it is not aime<lat the

majority of it., cUltomers. These are the reaidential coneumera who not

coincidentally will continue to have the fewest choices--if any--of local service

providers among the variou8 customer cluaes.

D. 111 a competitive market the incumbent Bhould maintain or improve I!Iervice quality:
Ameritech Michigan has recentlY diBinvested in the network and its service quality iB in
lIerioua decline.

Frankly, the vat majority of Michigan ratepayers are not interested in how well

Ameriteeh may be serving customers in Hungary, New Zeal8nd, Singapore or J8pan. The

CU8tomers in Monroe, Detroit. Hudsonville, etc., are exasperated at the poor service

they're getting in Ameritech's own back yard. At MPSC-sponsored public meetings held

statewide in the fall of 1996, the attendance wu far greater than u8ual and that increue

was largely attributable to anger and frustration at Ameritech Micbipn. Consumers

Ihowed up and shouted out their complaints, not only about unfair and exorbitant rates.

but about the ever-increasing headaches and frustration of trying to get decent service

out of tbil monopoly local phone company. Last year the MPSC was forced to triple the

ataft uaigned to dealing wiu. such complaints 8Ild they are still overwhelmed~4

24 Among the more common complaints: lengthy delays in
~eaching customer service personnel on the phone; long delays and
1ncomplete work in service installation; busy signals and lonq
waits when reporting service breakdowns, followed by further



Authority for entering the long diltance market, mWit be withheld until Ameritech

Michigan dem.onstrates it is providing quality service to millions of local euatomen who

bave no choiee of pl'O'Viden.

1. Both the MTA aDd federal act identify the importance of service quality for all
of ita customers.

Quality of service is included 88 an expre88 purpose of tbe MTA

Sec. 101.
(c) Reetructure repletion to focus on price and q\!fllity of service...
{484.2101J (emphasis supplied).

The Telecommunications Act of 1996 recognizee quality serrice 88 a fundamental

right of all cOD.lumel"ll~5 Congreu haa al80 included an additional service quality

commitment in the federal act, recognizing not. only that all conaumen have a

right to quality service but directiDe that advanced telecommunicatioJ\8 capability

be made available to all AmeriC8ll8, 80 that they can originate and receive bilh-

quality voice, data, graphics, and video telecommunicatioN UBinI' any

technology~6 InterLATA entry is the only incentive that regulaton have at

their disposal to help 8B8Ure ratepayers that legislative commitment8 to eervice

quality are fulfilled.

lnatead of improving ita commitment to service quality since passaee of the

delays in gettinq service restored; billinq errors and charges
for services rendered up to two years prior to billing; increased
pre68ure from customer service personnel to buy new features and
services.

ZS Sec. 254(k); with respect to competitors' express service
quality rights, See Sec. 251(C)(2)(C).
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MTA, Ameritech Michigan apparently has recognized that the bulk of its 5 million

localsub8cribers will have no choice for local service for at least several years

(and that others may never have a choice).

It is recognized that the CommiBBion is unlikely to undertake any additional

service quality standards responsibilities. Instead discretion will continue to be

I" 1 27 Th'left to the statee as to whether to adopt and enforce &ervice qua lty ru es. 18

would be regrettable in light of the efficiency that could result from uniformity if

the federal standard were eet at or above the strictest state standards.

Nevenheleu, it is 888umed that the states will continue to play the primary role in

uauring service quality~8

In light of the decreased frequency with which that data will be made

available from the Commi88ion~9 ratepayers look to state regulators to fill this

void. Providing 8uch information is inseparable from the consumer education role

reeulatorB can and should play. Unless consumers receive accurate and plain

English explanations of what the service quality standards are, and independent

verification of the accuracy of provider assertions of such performance, they

cannot make meaningful and intelligent marketplace decisions. The report8 should

27 Rules established by the states must be on a
competitively neutral basis.

28 Federal.State Joint Board on Universal Service, CC Docket
No. 96-45, Recommended Decision, FCC 96J-3 (November 8, 1996) and
Erratum, FCC 96J-3 (November 19, 1996). In its discussion of
service quality contained in Section IV, pars. 93-106, the Joint
Board assumes that the states will continue their role and that
the Federal Communications Commission (FCC) will not increase the
performance data solicited.

29 In its Order dated December 17, 1996, the FCC has
significantly reduced the requirements preViously imposed on
price cap regulated carriers for submitting Automated Reporting
Management Information System (ARMIS) Reports data. CC Docket No.
96-193, AAD 95-91.
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be .wom to u a further disincentive for distortions.30 That information should

be regularly made available 88 it would provide an incentive for improved

performance by all carriers, and it would enable customers to better pursue

accountability---all factors which would stimulate the very competition the

leplation Beeks to promote.

If residential customers had meaningful competition in the local market,

Ameritech Michigan would probably soon come to see that consumer price and

senice quality are far more important to telephone customerJl than a profusion

of service choices. As auto manufacturers certainly understand. enchantment with

acceBlOriee wanes very quickly if on a regular baais the engine does not start.

Ameritecb Michigan is 80 dazzled with its service option acce880ries that it

apparently dOeB not realize or does not care that its engine is fallin& apart and that

customers are angry. If there were acompetitive local market. Ameritech

Michigan would have to be re8pOnsive in order to avoid the risk of losing such a

large part of its baae.

Network Diain~8tmentThe "Purpose" section of the MTA makes clear that

relaxed regulation and a streamlined proceH for rate setting and rate adjusting

were to act U incentives "for increaaing investment in the telecommunications

30 On January 16, 1997 it was reported in the Ohio media
that Ameritech was under fire again becau8e of service
cOllplaints. ·'The Public Utilities Commis6ion of Ohio staff and
ohio Consumers' Counsel are concerned this time about a high
volume of complaints, but also that Ameritech may have submitted
inaccurate, incomplete or misleading information." The commission
preViously announced it was auditing the state's largest
telephone company. "State Questions Accuracy of Ameritech
Responses" Alan Johnson, Columbu8 Dispatch.

31 "Customer Care Special", Telephony, November 6, 1995.
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infrastructure." Sec. 101. Cd). If Ameritech Michi~an were presently or imminently

facing competition for ita core busineB8, it simply could not afford to neglect the

network, yet it bu diainvested in the network as discussed above.

2. Ameritech Mich.'. deteriorating service demonstrates that it is not fulfilling

thai CODlmitDl8llt to ~titora.and even 1_ 80 to relJidential CU8tomers~

The increased aervice problems Ameritech Michigan consumers face

include: long delays waiting for new service to be installed; repeated calle required

before installation SDd repair arrangements are completed; large number of

problema going undiagnosed and uncorrected; long delays entailed attempting to

reacb repair and businel8 offices; calls interrupted with static on the line or

interference from nearby radios; inability to even place a call because of

increasing "fast busy" sienals as described below; inadequBte information on

telephone bills, resulting in still more time-consuming inquiries, or resulting in

charges for services the customer did not request, dOe8 not need, and perhaps

cannot afford.

. Evidence of Ameritech'8 serious quality problems is reflected in various

32 An example of the disparity of service between customer
classes is illustrated in the most recent FCC ARMIS reports for
Which a narrative analysis has been prepared. [3rd 0 1995]. It
shows that on a nationwide basis, with regard to the measure of
putting out-of-service lines back into operation, the LECs
respond to the needs of their interexchange carrier customers
within 5 hours; their business customers within 18 hours; and
their residential customers within 26 hours. The five hour
standard is what they can, should, and used to regularly meet for
residential customers in previous years. With respect to many of
the standards, the fact that Ameritech Michigan is supposed to
provide competitors with "the same quality as their own .. " should
be of Bmall comfort to competitors considering how poor service
has become systemwide as evidenced by the complaint filed by AT'T
8qainBt Ameritech Michigan for alleged service quality
Violations. ~ Case No. U-11240.
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reports, includin& those of the Michigan Public Service Commiuion.

Ameritech Michigan', complaintB increued 82% in 1995, due, in part, to 8
lar«e number of complaints related to Repair and Maintenance. A aeries of
Bummer 8torms went through the company's aervice territory, and it took 88

much 88 two weeks for the company to respond to lOme of the repair
reports. Compounding the problem, the company down-sized its repair and
eervice center operations and eliminated overtime pay for a period of
time.]3

In its m08t recent annual report to shareholden (March 1996), Ameritech

apparently did not view it service problems 88 a trend but rather 88 an aberration

which it had identified and addre88ed satisfactorily.

Last 8ummer, our Bervice did not always meet customera' expectation.e for
quality and speed-nor did it meet our own high stanclardB. We have
apologized to our customers and taken all the nece888ry BtepS to restore
eemce to tbe hiCb levela C\I8tOMor& expect from Ameritecb. In 1995, we
added nearly 4,000 employees in CUBtomer tervice position8, backed them up
with new computer 8ystem8, and took other meuure8 to get our eervice
back on track and keep it there~4

A question haa apparently been raised at the CommiS8ion as to whether in

fact the storms were tbe problem, and/or wbether the computen supposedly being

relied on to eolve the problem instead created or contributed to the problem.35

33 Customer Complaint Section and Consumer Information
Section of the Michigan Public Service commission, 1995
Activities, at p. 5. itA nwnber of studies have found that only a
small number of dissatisfied persona complain about
unsatisfactory products or services." The MPSC reports for the
period of January-September 1996 make clear that Ameritech
MicbigAn's service quality problems are not decreasing. See also
Table 29 of the March 1996 report depicting the sharp decline in
Aaeritech Michigan's construction bUdget.

34 Ameritech Annual Report to Stockholders, at 4-5. (March
1996).

35 In its follow-up report to the one filed March 25, 1994
which covered data through the third quarter of 1993, the FCC
Common Carrier report on quality of service (March 22, 1996)
discussed data from the Jrd quarter of 1995. Having discussed
sea80nal peaks, increased regulatory complaints, and some
declines that miqht be due to changes in the way the companies
-ere reporting their data, the conclusion was that trouble
reports merited continued attention. Discussing variations among



For all the funds made available to Ameritech Michigan from rates and the

deregulation of its depreciation. it is difficult to fathom wby its network was 80

vulnerable. In any event, the problema were not an aberration~6 They continue

within Michigan and throughout the Ameritech region~7

The increaeet incidents of "fast busY" SiJm8ls may signal how the network is

beg degraded instead of UPlI"aded as anticipated by the legilliature. It is

particularly distreuing to realize that a relatively new development may even

repreaent a regreHion in how the network "rves cU8tomen. In an effort to cut

down on the COlt of eopper, local exchange companies are increasingly using

companies it states at pp. 11-12, footnote 9,
"AJaeritech reports that it may have included troubles
outside its regulated business or troubles that were not the
fault of the company prior·to 1994. Similar changes to
remove certain classes of troubles being reported could
explain some of the fluctuations in the data. Other causes
for the fluctuation were not disclosed. No clear cause
could be identified for recent outaqes; however, company
procedural errors, conceivably associated with installations
of new software, showed up in a few instances 4S beinq a
significant factor."

36 See January-september 1996 reports of the MPSC Customer
Complaint and Consumer Information Sections.

37 !!!, for example, Citizens Utility Board v. Illinois Bell
Telerhone Company filed before the Illinois Commerce Commission
Apri 4, 1996 (the company's failure to meet service quality
standards in Illinois and the resulting affect on the calculation
of the price cap formula is the subject of current proceedings
before that commi88ion.): State of Wisconsin Public Service
Commis.ion VB, Wisconsin Bell, Inc. Case No. 96 CV0407 (1995); ~
the Matter of the Commission's Investigation Into Ameritech
OhIo's Co liance With Rule 4901: 1-5-22 0 ohio Administrative
Code, Concerning Answer Time Requirements. Case No. 4-1863-TO
COl. ThIs .anth the Ohio Commission staff felt compelled to
terainate what had been extensive negotiation settlements and
request a hearing date so a6 to proceed with the investigation of
Ameritech Ohio's aerious and diverse service quality problems.
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diaitalloop carriers (DLCs) in accordance with Bellcore·J8 TRS03 DLe

specification.

The DLC is eaeentially a remote toggle switch that can be configured to act

as a concentrator. Instead of each customer having a dedicated private channel to

the central office. the DLe "concentrates" custometa in ratios that result in 4.10

customers. for e.ample, euentially sharin, one channel. The practical effect is

that when one of the channels is in uee, the next customer 888igned by the

concentrator to the same channel, will hear 8 rut busy sipal when they try to

place a phone call. This &hift to DLes. is an example of the uee of advanced

technology in a manner that is directly at odds with the government directive that

the public switched network is to be improved, not degraded.

Recent Survey of Ohio Customers Mirrors Problems Throughout the Repon.

Service problems in Michigan are symptomatic of the behavior of other KBOCs 8&

extensively described and diacU&&ed by the research ann of the National

AMociation of Regulatory Commissions (NRRI).39 The same NRRI team that

produced the March 1996 report. W86 directed by the Ohio Public Service

Commission to conduct an exten8ive customer survey of residential and business

CUI'Itomers of Ameritech Ohio~O The results of that survey released in December

38 Bellcore (Bell Communications Research) is a research arm
of the nation's Bell telephone companies.

39 Telecommunications Service Quality, The National
Regulatory Research Institute, March 1996.

40 Ameritech customer dissatisfaction is often not
reflected in the survey results and perfo~ance statistics the
company publishes. This is because of the skewed manner in which
the survey questions are framed and the questionable
interpretation of performance standards used by Ameritech
companies. On January 16, 1997, the Ohio commission staff and
consumer advocate's office formally challenqed the ~ccuracy of
such company data as part of the current investigation being
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1996, were completely cOll8iatent with the serious nature and degree of problems

that haunt the Michigan market~l Although there are serious service quality

problems in Illinois, when one compares the level of complaints against Ameritech

illinois, although at record high levels42 are still less than reported by the MPSC

even though there are approximately 2 million more acceu lines in Dlinoil than in

s. !Jscent incre8B88 in ."ice guaUt,! problems are the product of earlier

developmentB. The prospect of competition creates dual economic incentives for

pulliJIB back on service quality especially for the customers le88t likely to

experience the benefits of local competition. Clearly Michigan'8 legi8lature,

commieaion and ratepayers have respectively provided the incentives and the funds

for an improved network and top quality service. Yet the very prospect of

competition that fueled the MTA and variouB Commission initiative8 (similar to

actione nationwide) was used in an unintended and pervel"Sely ironic manner. 1be

RBOC response to prospective competition haa been to neglect &ervice quality.

At play are various economic principles. The dramatic cutback in economic

regulation of Ameritech Michigan embodied in the MTA allows Ameritech

Michigan to keep revenues accrued because of operational "efficiencies", even if

those revenues are saved by cutting back on service. Second, and al80 in

conducted by that Commission.

41 "Survey and Analysis of the Telecommunications Ouality
of-Service Preferences and Experiences of the Customers of Ohio
Local Telephone Companies", Ray W. Lawton, Ph.D., Associate
Director, The National Regulatory Research Institute. prepared
under contract for the Public Utilities Commission of Ohio (July
lS, 1996; released to the public December 1996).

42 Citizens' Utility Board vs. Illinois Bell, Case No. 96
0178. Direct testimony of Barbara Alexander on behalf of the
Citizens' Utility Board at p. 15.
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uticipatioo of complttit.ioft. incumbent local exchange companios inoluding

Ameritech Michigan, are anxious to accrue maximum revenues now 86 funding

lOurcea for strengthening their competitive advantage. Unfortunately, cutting

back on service quality is one of the fastest methods for obtaining such

reveDue~3

IV. Ameritech Michigan is not in compliance with the competitive checklist.

Although MCF doe. not have expertise to addreu the technical aspects of' the

variOUI checkliet points. an obeervation is in order. Regulators and the courts have not

hesitated to interject common sense and everyday experience into their technical review8

related to competitive i88U88. Common aense and everyday experiences need not be

excluded from this verification review proceu when, as here. they are consistent with the

law and the technical (actora at iuue.

A8 its evidence of Sec. 271 Checklist compliance, Ameritech Michigan points to

literally reams of paper that are interconnection and resale agreement8 aimed at opening

up aepect8 of the local bottleneck. So far their aim is poor. The ink is barely dry on many

of tboee agreeltlent8; queatiOn8 have now been raised as to whether some &ubrnitted are

the accurate documents; and questions have been raieed about the accuracy of Ameritech

Michigan's characterization of other agreements. Ameritecb Michigan contends that Sec.

271 (c) (1)(2) (b) is BSti.tied by the existence of agreements if they cover the items on t.he

competitive check1i8t. A LEe is not in compliance with the Sec.271 checklist

requirement unless it is also provi~access and interconnection. The interconnection

and resale aereements call for more than the existence of a competitor; Ameritech

43 Baby Bells Face A Tough Balancing Act: Reputation for
Service Is On the Line Amid Deep Staff Cuts, Wall Street Journal,
4 Jan., 1996,A2.
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Michigan mu.t perform in accordance with those agreement8 80 that there is &ubstantial

performance with its mandate to provide acce88 and interconnection, 88 required by Sec.

271 (c)(l)(a).

By way of analogy, consider the 881e of a restaurant which includes provision&

requiring the seller to remove its equipment, paint the walls after settlement, and

remove heavy machinery that is blocking all of the entries. At the time of settlement, all

of the documents may _ell be aaaembled, executed, and even ownership transferred.

1bat does not mean there has been substantial compliance with the aereement. It is

atandard bueineee practice to require that the aeller demonstrate compliance with the

other agreement items including those neceasary 10 that the buyer can use the property

for it. intended purpose. When aome terms. cannot be performed by the time of closing, a

reaeonable amount of the sales proceeds is typically withheld to serve as an incentive and

reward for full compliance. Sound business practice and common sense compel that

practice.

In the cue of Ameritech Michigan, the written interconnection and resale

agreements are not enough to demonstrate compliance. Ameritech Michigan must

perform according to their terms. The reward (entry into long distance) cannot be given

until there is substantial compliance with the agreements, and until it is shown that

Ameriteeb Michigan is not responsible for any items that are keeping competitors (rom

their intended local telephone business.

To jU8tify witbholdin~ long di8tance entry authority until there is 8ubstantial

performance, one does not have to rely only upon analo~u81elalprinciples, common

&enle or customary busine88 practice. The legislative history itself is clear.

For purposes of new aection 271 <C)(1)(A), the BOC must have entered into
one or more binding agreements under which it i. FOvidin( acce88 and
interconnection to one or more competitors providing telephone exchange
service to residential 8Ild buainees subscribers. The requirement that the
BOC 'iB providing acceu and interconnection' means that the competitor
has implemented the agreement and that the competitor ia operational.



'!bia reqyirement is important because it will B88i,t the ~ppropriateState
coromi8&ion in providing its consultation under new sectlon 271 (d)(2)(B) that
the requesting BOC hu fully implemented the interconnection agreements
set out in the 'checklist' under new flection 271 (c)(2). HoUle Conference
Report No. 104-468, at 148. [emphasis supplied.)

Obviously residential ratepayel"6 have a strong stake in ensuring that there be full

compliance with tbe checklist for all of the reasons already discuaeed. As to some of the

epecific checklist points. however, it would be euy to conclude that the infinite technical

and economic details encompaued in the competitive checklist are of direct interest only

to engineet"8 and ecoDomiate and are considered too remote from the practical day-to-day

experiences of residential customers to be of concern. That i8 not the case.

In reality many of the i88ueB commented on by other parties are ~reci8ely the

practical nitty gritty detai18 that can be sip.ificBDt in motivating lonaatanding monopoly

cuetomers to either switch or stay, if in fact a choice is even theoretically available.

Delay. U80Ciated with being listed with directory aasistance; delays being listed in the

directories; delays in having a new number assigned are all relevant to effecti~e

strategiea for stifling competition.

It i8 also disturbing to learn, for example, that Ameritech Michigan CUltomeJ'8 who

contact the company to obtain information neceBBary for switching to Brooks Fiber, often

find themeelves immediately enculfed by the sales fleet at Ameritech, anxious to keep

them on board even if that means making unfair and unfounded disparaginl comments

about the competitor. Apparently Ameritech is boldly and routinely taking inquiries from

ita cuetomere, questions posed in anticipation of switching cattiers, and then immediately

&barm, that information with the sales team of an unregulated operation. This illustrates

not only its unfair monopoly advantage, but exemplifies the preciee privacy and customer

premises network information (CPNt) concerns that consumer advocates and public policy

makel"6 have been raising for years.



MCF would like to comment on but B few examples of residential and competitor

parallel fruetrationa 8IIIIOciated with the checklist.

A. Number Portabilit.y/Dia1iDc Parity

Both are eeeential too1& for consumers desirous of competition. A8 discussed

above, not only has Ameritech Michigan failed to abide by various MPSC Orders, it has

lued to prevent them, and the dialing parity iuue mwst still be resolved by the Michigan

Supreme Court.

Reliable aCCeB8 to emergency telephone service (E91l) is also a critical public

policy eonCenl. Those reepoDsible for health care delivery 8ystems insi8t that one

neceeaary method for cutting health care costs is to increasingly shift from hospital to

home care. That factor plus the swelling ranks of the aged population are but two

illuetrations that demonstrate that society will have a growing need to ensure that

dependable E911 service will be available to all who must rely upon it.

Consistent with the public interest, convenience, and necessity, the state mU8t

enaure that an accurate data base is maintained. The state must further ensure that E911

emeqency services are available with the 88Jne level of speed and accuracy regardlell8 of

whether wire. wireleae, cable, or some other telecommunications technology is used and

regardleu of whether provided by an incumbent or competitive local exchange service

provider.

Market forces create no incentive for all incumbent local service exchange

provider to expeditiously update its data base to reflect changed information about

44 Item (vii) Nondiscriminatory access to emergency
se~ices, directory assistance and operator call completion
services.



euatomera who have elected to 8witch their service to a competitive local exchange

provider. The City of Southfield has a complaint pending before the MPSC which

illuatrates why market forces are inadequate to protect residential ratepayers. On the

buis of this unsatisfied checklist item alone, Ameritech Michigan's Application should be

denied.

V. Ameriteeh MiebigaD entry into long dietaDce before there is effective local

competitioD poeeI more riaka than benefits tor long distance customers.

Ameritech's Application at p. 84 identifies the anticipated benefits to long

di8tance customers from ita entry into tbat market: "competitive prices, expanded

eervice offerinp. and responsive customer service." There is an almost perverse irony in

reading lIuch a list if one i8 a local residential customer of Ameritech Michigan. This is

market Ameritech i08iste is already competitive for local service. Yet Ameritech

Michigan eannot even deliver to it8local customers the "benefits" it claims are around

tbe comer fOr ita future long distance customers. One cannot help but wonder why their

prioritiee are 80 backward. In light of Ameritech Michigan's abysmal record in its local

BerVice operations for prices, expanded service and service quality. 8uch promises are

devoid of credibility.

More importantly, whatever benefits long distance cu&tomerB mi&ht realize would

be more than offset by the increased local rates that would result from its premature

entry into long distance. Thie iB precisely what happened at divestiture. Thi& reBulted not

because diyeatiture WB& not in the public interest. It was. Those buele8& local rate hikes

reeulted from regulatory failure, the inability or unwillingness to reject local rate hike

requesta tbat were inappropriately defended as the product of the breakup of Me Bell.

Because local rates were rai&e<i unjustly by an average 40% nationwide within the first

few yean of divestiture, those increases were dramatically hieber than any savings
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realized from long diatance competition. M08t of each dollar that a family spends on

their telephone service is for calls made within tbe state, not long distance. That is the

aide of the ledger sheet which dominates their budget and their concern.

If Ameritech Michigan is allowed into long distance at a time when the local

bottleneck has not been broken, it will be presented with a staggering opportunity and

incentive for C!'OIHI-8ubsidization. And it would be the exce88ive rates from local calla

that would subsidize thoae attractive at first lower long distance rates. Even in the abort

run that i. no consumer bargain. And in "he long l"UD, such anticompetitive bebavior

.ould drive out lOme competitore and draw others into mergers, thus having an ultimate

canel--not competitive--effect.

VI. AdditioDal public intere8t. convenience and DeCe88ity conaiderati0D8: entry into lODg
diatance ia premature before important &8fegu.ards are in place and enforcement
I'WOUl'C8It made available. Monopoly revenue streama that ere atill in place mUilt be
l'VIDo..cl.

A. Imponant lIIIfeguanJI are not yet in place aDd would be rendered meaningl.. by
Ameriteeb Michigan'. eDtry into Joac distance at this time. The reIO\Il'Cea neceuary for
enforcement are not in place even 8B various iBBues of immediacy related to CI'OIII

IRIbeidization must. be addr888ed.

VariO\18 structural and non structural safeguards contained in the federal act,

inclUding critical protections related to eeparate affiliates and cro88-subeidization. have

not yet been put in place; various rules neceseary for the Michitan Public Service

CommiNion to ensure enforcement are either not yet in place or have been challenged by

Ameritech Michigan and await appellate determination.

1. EzpaDded opportuDitiea for CI'OI8-BUbeidization

MCF calls on the Commi88ion to recoanize the threat of cro88-subsidization u one

of the most Cl"itieal con.umer iBSues of the federal act. Consumer advocates and

regulator8 fought hard for the inclusion of Sec. 272'8 safeguards. The Sec. 272

requirements are expre881y included in the Sec. 271 review. From a review or
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Ameritecb'. Application it clear that at most they are promising prospective

compliance rather than a demonstration of current compliance u required. Each

new competitive service bringa additional opportunities to engage in improper

crol8-lIubeidizatioD. whereby costs 8880Ciated with those offerings are shifted to

the rates of baeic service customers who do not 8ubBCribe to t.hem. When the

cuetomere of noncompetitive eervicea are forced to abeorb CO&t& that should be

borne by investons or the customers of those competitive services. competitors are

put at a dieadvantage and captive customer rates remain exc888ive.

2. Ameritecb'. track record for such improprieties i, not eDcourM!nI~5 Captive

local ratepayet'8 are the direct and indirect deep pocket for many activities having

nothing to do _ith serving their neede. The MPSC has not even audited this local

45 1. "Review of Affiliate Traneactions at Ameritech
Services, Inc.," performed at the direction of NARUC by the joint
audit team of the Public Utilities Commission of Ohio and the
Public Service Commission of Wisconsin. (May 1995) The Michigan
Public Service Commission refused to cooperate with this audit.

Among the audit findings: the affiliate failed to provide
sufficient written documentation to allow the audit team to
analyze and substantiate to the audit team's eatisfaction, its
rationale for the apportionment of costs between the regulated
and unregulated affiliate services; findings of improper billing
of overhead costs; finding that all costs that were not listed in
the Ameritech Cost Allocation Manual were allocated to regulated
operations; various failures to bill nonregulated affiliates for
development c08t8; incorrect charging of competitive services to
the wronq account with the result that nonregulated activity was
assigned to regulated operations1 possible improper accounting
treatment when employees of the regulated local phone companies
were transferred to the affiliate.

2. The Wisconsin Commission staff in its audit of Ameritech
corporate headquartere in 1989 found a host of similar problems.

3. Similar findings were included in the FCC Audit in 1991 which
revealed that Ameritech, Southwestern Bell and BellSouth had
failed to exclude lobbyinq expenses from rates as reqUired. (In
its findings the FCC found that lobbying expenses had also
umproperly been passed on to ratepayers in 1989.)

S8



exchange company since 1981!

By shitting costs to the local phone company and profits to subsidiaries
beyond 8 regulator's full view, Ameritech and other Baby Bells could
8ubsidize foreign investment in New Zealand or China. or speculative land
deale like the now bankrupt multimillion dollar plan by actre. Kim Basinger
to develop a tiny town in Georgia. (In faet, pension-plan runde, which are
factored into (Ameritech) phone rates, were used to underwrite this
loaer.16

3. Attention mould be paid to what the telephone monopolies fear from electric

company crou-subsidization. It ill what consumers fear from them both. The RBOCs are

in a particularly strong position to undentand the significance of strict structural and

nou-atruc:turalsafeguarda. In faet a RBOC witness testified47
8& to the importance of:

fully eeparate Bubsidiaries with separate boob and accounts. records and functiona;

restrictions on affiliate transactions; strict accounting standards; periodic independent

audita; reporting requirements; and vigorous enforcement. There is a certain irony in

RBOC testimony urging tough. specific and strictly enforced accounting standards against

croea-aubaidization.

What was the occaaion? Fear that if their potential electric utility

competitors entered the telecommunications market, monopoly electric companie6

would know how to uae monies from their captive electric customers to 8ubsidize

their new telephone activities. Perhaps this is a telling variation of an old axiom,

"It takee a monopoly to know wbat a monopoly is capable of doing," but certainly

tbe recommendations of that RUOe testimony merit great weight as the product

46 See Attachment C, "They Don't Care. They Don' t Have to.
They're ...THE PHONk COMPANY", Lawrence Budd, The 1995 Kiplinger
Report.

47 Designated to testify on behalf of RBOCs, Herschel L.
Abbot, Jr., general counsel of BellSouth, before the Subcommittee
on Energy and Power and the Subcommittee on Telecommunications
and Finance of the Energy and Commerce Committee of the u.s.
House of Representatives. (July 29, 1994)
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of maider ezpertise.

4. Important rule. are not yet in place. In this regard the Commi88ion has only

recent1l8 begun the process of formulating the roles nece88Bl"y to protect

against cro88-subsidization. Yet it i8 required within 90 day8 of a Sec. 271

application to make a determination 88 to whether the applicant i8 in compliance

with Sec. 271 proviBioDl and 272'8 Separate Affiliate safeguards. Thu8, the very

I18feguards it would Ulle 88 its measuring rod will not even be finalized within that

90 day period. Furthermore, nothing in the Submission or Application 8U"ests

that Ameritech Michigan would agree to the application of such rules

retroactively. Yet that ill a minimum approach that should be required 80 a8 to

provide lOme 888urance ot nece888l'y accountability. Anythine less would render

meaningleee the prohibition against croee-subsidization that i8 expressly contained

in the MTA and the federal act.

6. Some c:ro.-epbeidization iMuee are of immediacy.

a. ACI 1'ran8actiona In docket UR-l1053, the MPSC highlighted the public policy

_ues related to improper affiliate behavior. The record in this current docket

suge8ta concerne about the propriety of ACIIAmeritech Michigan activity to date

that highligbt the need to have ACI and Ameritech Michigan's books carefully

examined before long distance authority is granted. Although ACI iB not even in

busine., according to Ameritech Michiean it has almost 500 employee8; ACI has

received what is characterized as a $90 million "loan" from Ameritech Michigan

which W88 never reported as required; and ACI has already put state of the art

equipment and materials in place.

48 FCC First Report and Order and Further Notice of propo8.d
Rulemaking. "In the Hatter of Implementation of the Non
Accounting Safeguards of Sections 271 And 272 of the
Communications Act of 1934, aB amended." (releaBed December 24,
1996. )
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b. Allocation of LoDg Dietanee Cuatomers· Share of the Costa For example.

before entry into long distance takes effect, final pricing and costing rules must be

put in place at the federal and state levels and 8ufficient enforcement resources

committed to ensure, for example, that an appropriate portion of Ameritech

Michigan" joint and common coats are 8hared by its long distance customers.

8. Enforcement retOU1'Ce8 are needed. MCF is not a\1irge.ting that Ameritech

Michigan" entry into long distance 8hould be barred simply becau8e it could

increase the opportunity and incentive for cro88-8Ubsidi%ation. MCF doea argue

that entry should not be allowed until final rules are in place to minimize that risk;

if neceeaary thOle rules muet be applied J'etroactively to capture any ratepayer

moniee improperly expended on ACI. MCF also argues that if accounting Bnd other

eafeguards are in place. but without adequate staff resources, meaningful record

retention and record disclosure rules, the safeguards will be meaningle&8. Ae a

practical matter, the prohibition against CI'088-8Ubsidization in federal Bct

evaporates if it it not enforced and if relevant data is not made publicly available

80 that competitors and consumers can pursue redre88.

Currently the MPSC and the Commiesion do not collect the meaningful data

nece888l'y to protect ratepayers against cross-eubsidization and do not make

meaningful data publicly available for review. Even before the many new

responsibilities aseigned to the Commission under the federal act, the General

Accounting Office (GAof' bad reported on its extensive findinp that the

Commi88ion simply did not have the resources necessary to track cross-

eubeid1zation, even 8B problems CODtinuOue1y 8urfaced. For example. just one

Commilleion on-Bite audit uncovered $800 million that neither CPA audits nor

49 "Telecommunications, FCC's Oversight Efforts to Control
Cross-Sub8idization" (GAo/RCED-93-94) February 1993.
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Commil8ion'. reviews ot the audits had found.50

B. CoIIIDli8eioD delays in halting LEe monopoly revenue streame do not promote
c:osnpetiUoD.

Quite distinct trom any language or responsibilities in the federal act, the

CollUDiMion is eeriouely behind schedule in turning back RBOC monopoly revenue

etreams. It is unthinkable that at the IItartina- gate of entering lortar distance competition,

Ameritech Michia-Bn or any LEe would be allowed to be awash with extra money made

pouible by the collection of monopoly rates that are exceeaive and unfair.

1. Ezce88ive ACC88B Cbar£e!

Inte1'8tate access charges should be decreued before long distance entry is

allowed. For the first time ever those charges were raised last year <July 1, 1996).

That increase was the result not of thoughtful regulatory review. but euentiaUy by

default because of the Commiseion's failure to act on the record before it. It is

estimated that nationwide, interstate access rates are excessive by an amount of

at least $15 billion annually.

Because Michigan intrastate accese charges mirror the interstate access

charges, Michigan regulator handa are tied and those intrastate access charges

cannot be lowered even though those rates. too, are exce88ive. As lorw 88 the

RHOC., including Ameritech, are aUowed to collect and retain those monies, these

funcle are kept out of ratepayer pockets where they belong, and these funds would

provide Ameritech Michigan with a particularly unfair competitive advantage if it

were allowed entry into long distance. As Ameritech Michigan would continue to

charge competitor IXCs with current access charges. it would have the

opportunity and incentive to charge itself lees (and thus offer lower long distance

'0 Id. at 2-
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rates). Its rationale would be an aaaertion that the cost of providing accee to

itself is lower than the cost of providing acce8lii to a competitor.

2. AdJuated Price cap Formula

Before long clistanee entry is authorized the price cap formula by which

Ameriteeh Michigan's interstate rate. are set must be adjusted downward,

minimally through a lowered rate of return and increased productivity factor. The

fallure to finalize this docket is estimated to be costing consumers nationwide

almOlt $2 billion annually.

C. DiYelWification eDpDden new concerns

1. Diveraification 88 a mangement distraction from core buineu and network

needa. Another ratepayer concern about Ameritech Michigan's increasing numben

of activities and affiliates is that these activities and prioritie8 may be distracting

Ameritech management from tending to the proper repair and maintenance of the

core public 8witched network. Ameritech Michigan makes much of ita dedication

to being responsive to COnBUmel'8' "demand" for "one-stop Mopping". The

management and consultants to such corporate giants as Mobile Oil and Sears (and

many more) were convinced that the phenomenon of diversification and/or one

atop shopping W88 likewise an inevitably sound strategic goal to which enormOU8

BJOount8 of talent and revenue were channeled. They learned the hard way that

the market (cODSUmel"8) did not agree. Even electric utility enthu8iasm for

divel'8ification in the 1980's W88 tamed by lackluster market performance.

Many a corporation has had to scramble to unload BUbsidiarie8, divisions

and diversified operations that turned out to have beendam~distraetionll to

management's attention to its core business. It would appear that the companies

which were least prepared for certain marketplace realities were those located in
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..pents of the economy notorious for cartel priCing or less than vigorous

competition.

1bat pattern does not bode well for Ameritech, especially as noted in

analyee8 of its disinvestment. Non-Bell subsidiary operations other than cellular

and Yellow Pages, have been performance "duds" that could probably not have

eurviye<J the competitive marketplace but for the infusion of funds made available

to them by virtue of their relationship to a monopoly~l

2. Divenificstion increu8lliability exposure that inherently puts ratepayers at

The ineurance/liability exposure aspect of the traneition from a regulated

monopoly to a market·driven environment has received scant if any public

attention, eyen though it may require a seismic shift in how the operations or an

RBOe are insured. AB monopolies they have been insulated from various liability

e~poauree through tariffs and statutory exemptions. For the background and

examplee of current high risk operations, see Attachment A. Now that they are

demanding to be full players in the competitive market there is re8&Dn to be

concerned that they are not takina' prudent steps to limit that exposure. Consider

the escalating number of activities that Ameritech is now spawning, each of which

inherently entails liability e~p08ure for Ameritech. the parent holding company of

Ameritecb Michigan. See Attachment A.

One might think that such operations and potential liability exposure are

irrelevant to the pocketbooks of the Ameritech Michigan ratepayer. They!!!:!

relevant for at least two re880n8. First. there is the 8bove~de8Cribedconcern

51 Patterns of Investment by the Regional Bell Holding
Com 18S An Examination of the 80urces of financin and the
re ative performance 0 the Bell Operating Company an the non
SOC RlHe businesses, (May 1993) and January 1996 Revi&ion,
Economics and Technology, Inc.


